Despite recent economic growth, the countries of the Western Balkans share a catalogue of social problems ranging from high unemployment, low participation rates, falling birth rates, aging populations, severe poverty, and migration of many young and skilled people. This paper tracks the similarities and differences in the various countries in response to these difficulties, with a focus on pension systems reform. It shows how social protection systems have been weakened by efforts to cut public expenditure and reduce budget deficits and how, following advice of international organisations and policy advisers, several countries have introduced partially privatised three pillar pension systems in an environment of underdeveloped capital markets. The paper discusses the features of the new reformed pension systems, and reviews the systems in those countries which have not yet adopted such reforms. It highlights the problems and risks facing the partially privatised pension schemes. The paper also considers the context for the different approaches adopted in the region. It concludes that at the present state of their economic transition and development, the late reforming countries would be better advised to focus on improving the efficiency of their existing arrangements, and on the regional coordination of their social security and pension systems, rather than engaging in radical privatisation in pursuit of uncertain benefits.
INTRODUCTION
3 BiH (BiH) emerged from three years of intense warfare between 1992 and 1995 with a complicated constitution which effectively partitioned the country into two entities. The Federation of BiH (FBiH) covers 49% of the territory populated mainly by Muslim and Croatian ethnic groups. It is governed under a complex federal structure based on cantons. Within FBiH the Croatian inhabited region of Herzegovina is de-facto semi-autonomous with strong economic, financial, and political links to neighbouring Croatia. The other entity, Republika Srpska (RS), covers 51% of the territory, and is mainly populated by the Serbian ethnic community. The RS has strong links with neighbouring Serbia.
The central government of BiH has relatively few powers, and responsibility for social security, pensions, health and education is devolved to the entities, and within FBiH, to the cantons. Albania has experienced the most rapid growth, averaging almost 6% over the same period, although this was based largely on labour export and remittance income, with little impact on employment levels. By 2003, GDP growth in region was above the EU average including the new EU member states from Eastern Europe (Sanfey et al., 2004) 5 . Nevertheless, the economic situation remained difficult, and by 2003 none of the countries except Albania had surpassed the level achieved in 1989 6 . Taking 1989 as a benchmark, by 2003 Croatia had made the strongest recovery, reaching 91% of 5 Only Kosovo experienced negative growth due to reduced international assistance and the failure to implement effective reforms.
6 UNECE Economic Survey of Europe, Geneva, 2004(2) . Comparative data on the respective countries are relatively scarce although in recent years more data has been compiled by international agencies including the UN Economic Commission for Europe (UNECE, the European Bank for Reconstruction and Development, the ILO, the UNDP, the World Bank and other organisations. Data are also available online from almost all the respective national statistical agencies, although with patchy coverage. Data EU accession prospects raise the issue of the coherence of social security policies with the process of EU integration. The social dimension of the EU, elaborated in the social acquis, focuses on labour market policy, social dialogue, gender equality, and the portability of pension and social security entitlements. Accession states must comply with these laws and regulations before entering the EU, and the development of EU-compatible social policies is fast becoming a necessary part of the preparation for the integration of the Western Balkan countries into the EU. According to the European Commission:
"As progress is made on stabilisation and status issues are addressed, the Western Balkan countries will increasingly focus on the reforms needed to approach European standards. The economic and social agenda will come to the forefront, as weak economies, high unemployment and inadequate social cohesion are major problems throughout the area. EU policies in the region should focus more on equitable and sustained development and on extending the benefits of economic growth to vulnerable groups and communities by combating unemployment, social exclusion and discrimination and promoting social dialogue" (EC 2006 transfer from international organisations and advisers during the period of postconflict reconstruction and, increasingly, the influence of EU policy (Bartlett 2008) .
Similar processes had taken place earlier in the EU accession states of Eastern Europe in the 1990s where a variety of external and internal agents of policy transfer influenced the shape of social policy and pension reform. Deacon (1997 Deacon ( , 2000 and Deacon and Hulse (1997) 
SOCIAL SECURITY
In the former Yugoslavia, the system of social welfare consisted of a mix of contributory and non-contributory cash benefits and a range of benefits in kind, most available on a universal basis, with some provided by enterprises to their workers (Pošarac 1993) . By the beginning of the 1990s the cost of providing such an extensive social welfare system had become unsustainable. Systemic reforms transferred funding from local self-management communities of interest to centralized republican funds for family welfare. Following the break up of Yugoslavia, each of the successor states inherited these republic-based welfare systems. In contrast, Albania under communism had a classic centralized approach to social welfare based upon full employment. After the collapse of the communist system, social welfare reforms were introduced in line with the transition to a market economy (Xhumari 2003) . A meanstested social assistance programme known as Ndihme Ekonomika was introduced in 1993 for urban families with no independent source of income, rural families with small plots of land. This decentralized system relied on a subjective assessment of needs, and directed about half the available resources to the poorest fifth of the population (Alderman, 2002) .
The post-communist social security systems that have been put in place are relatively weak due to lack of resources and the deterioration in the capacity of many of the institutions of public administration (Bartlett and Xhumari 2007) . In BiH, although one-fifth of the population are entitled to social assistance benefits, in practice the poorer municipalities are unable to provide any benefits to the poor, and about half of of a World Bank loan. Certificates of wounds and deaths were reviewed and meanstested disability and survivors' benefits were reduced. However, the reform met with strong protests from veterans' associations, which argued that they were entitled to compensation for loss of income during and after the war.
Policies to deal with high unemployment have mainly focused on passive measures to provide income support to unemployed people, while active measures to get people back into work have only recently been introduced in some countries. Due to budgetary restrictions the duration, coverage, and level of unemployment benefits are generally low. Apart from Croatia, unemployment benefit replacement rates are below the EU average, and the coverage rate (the share of unemployed receiving benefits) is low and falling due to increasing proportions of long-term unemployed (Micevska, 2004) . In Albania, for example, the coverage of unemployment benefit was around 8% in the period 2000-07. Moreover, passive policies, including both unemployment compensation and social assistance, have become less generous over time throughout the region (Arandarenko, 2004) .
Differences between countries in their ability to collect taxes have led to significant differences in public expenditure (see Table 1 ). Weak tax collection capacity in Albania and Macedonia has held back public expenditure, and a relatively narrow range of public services is provided. In contrast, BiH, Croatia, Montenegro, and Serbia have maintained relatively high shares of public expenditure in GDP. At the same time, in response to persistent weakness in international competitiveness, the IMF has advocated reductions in the level of public expenditure, in order to reduce high government budget deficits. As a result, public expenditure has fallen as a percentage of GDP in high-spending BiH and Croatia, but also in low-spending Albania (see Table 1 ). In Serbia and Montenegro, the share of public expenditure increased up to 2004 before falling back in recent years. With the exception of BiH and Croatia public expenditure in the region is below the EU average of 47% of GDP. Correspondingly, public expenditure on social security and social protection 10 varies in extent throughout the region 11 . Overall, the countries are divided into a group with relatively high expenditure on social security and social protection -Croatia, BiH, Serbia, and Montenegro -and a group of relatively low spenders -Albania, Kosovo, and Macedonia. The former group of countries have relatively strong social protection although still below the average expenditure as a share of GDP compared to the EU-25. The latter countries have been the most influenced by the neoliberal approach of the IMF in seeking to reduce public expenditure. They also have high levels of informal economic activity and, in the case of Kosovo and Macedonia, very high levels of unemployment, both of which have eroded the tax base. Social security benefits and state funded pensions are therefore relatively low in these three countries (see Table 2 ). They also rely to a relatively large extent on an inflow of remittances from family members who work abroad to sustain income security in the absence of effective state support.
Weaknesses in the social security system, the limited ability of governments to increase public expenditure for the alleviation of poverty, and the high levels of Social transfers and pensions sustain many people above the poverty threshold which, measured before such transfers, was as high as 42%.
PENSION REFORMS
As shown in the previous section, even though the region has experienced rapid economies (Bartlett 2007a Pensions are the largest item of social protection expenditure throughout the region due to both demographic change and to the widespread practice of early retirement that has accompanied privatization and enterprise restructuring. Although the demographic dependency ratio does not vary much (the range is 45-55%), the ratio of children to the elderly differs widely, from 3.4 in Albania and 3.0 in Montenegro, to 2.0 in Macedonia and around 1.0 in Croatia and 0.9 in Serbia (ILO 2005: 15) . Pension system dependency ratios are also unfavourable ranging from 1.78 contributors for each pensioner in Montenegro to as low as 0.74 in Republika Srpska (ILO 2005: 69) .
This raises the question of the sustainability of pensions in the light of demographic prospects in the latter countries. Only Albania, Kosovo and Montenegro have demographically youthful populations, although due to the low employment rates and high levels of informality in the economy, the funding of pensions is problematic in those countries also. The ratio between pensioners and employees is unfavourable in most countries, and is especially low in Republika Srpska where there are more pensioners than active pension scheme contributors.
Furthermore, the pension systems are under severe strain due to low employment rates and a poor record of contribution collection. High contribution rates, typically 13 By 2004, participation rates ranged from 46% in Kosovo to 68% in Serbia compared to over 70% in the EU-15, the relatively high participation rate in Serbia being due only to its delayed transition.
Albania also has a relatively high participation rate due to massive out-migration of active workers in search of work abroad (ETF, 2006 Table 2 ). Table 2 ). The ratio of the average pension to the official or semi-official poverty line is lowest in Macedonia where pensioners are least effectively protected from poverty.
In response to these difficulties in financing the growing cost of pension expenditures, BiH the reform effort has focused on harmonisation of the provisions of the pay-asyou-go system between the two entities, FBiH and Republika Srpska. In the Albanian system the redistributive elements are still strong, and provide the minimum standards of living for low-income pensioners.
15 These reforms are fast moving as the region is passing through a period of large scale institutional change related to transition, post-conflict reconstruction, and EU accession challenges. While we have made every attempt to monitor the reforms to pension systems, we are well aware that there may be changes taking place as we write which are not adequately covered in the present text. However, we hope that we have presented an accurate account of the most recent developments, and have placed them in a sufficiently developed historical context and theoretical framework that will enable readers to assess future developments in a more informed perspective.
Privatised pension schemes

Croatia
During the 1990s the Croatian pension system entered into a severe crisis due to a sharp increase in the number of pensioners which by 2000 reached more than a quarter of the entire population and caused increased deficits in the state pension fund (Bartlett, 2003) . In an attempt to grapple with the problem the government restricted increases in pension payments between 1993 and 1997 to the rate of price inflation 16 .
Reforms to the state pension system were introduced through the Pension Insurance Act of 1998 under which the parameters of the defined-benefit first pillar of the pension system were revised, increasing the pension age to 60 for women and 65 for The new pension system was implemented in 2002 (Anusić et al., 2003) . Employees who were less than forty years of age when the scheme was introduced were required to select one of the four pension funds which had been established. These employees were required to pay 5% of their gross wages into the second pillar pension funds, while continuing to pay a contribution of 14.5% into the first pillar state pension Given the high fees and the relatively small size of the Macedonian funds, it seems unlikely that they will provide an eventual pension to the participants that would be greater than they would have received under a state managed system. One simulation study of the Macedonian pension system has estimated substantially lower returns to the pension fund members compared even to the Croatian system, due to a combination of high entry fees and passive fund management (CRPM 2007 ). An independent assessment carried out on behalf of the World Bank has raised concerns about the introduction of the privately managed second pillar pension scheme in Macedonia, on the grounds that the projections for future pensions made in designing the scheme were overly optimistic (Fornero and Ferraresi 2007 
UNMIK-Kosovo
Pension reform was the subject of the first law approved by the first post-war Kosovan parliament that was elected in July 2002. Kosovo has a favourable ratio between the working age population and pensioners, but there is an unfavourable ratio between pension contributors and pensioners because of the high rate of unemployment estimated at about 50%. Although the share of those older than 65 years old in the overall population is relatively low at 6%, future demographic change will place increased pressure on the pension system.
The World Bank and USAID have assisted the provisional Kosovo government in setting up a three pillar pension system. The first pillar is a publicly-managed noncontributory scheme and provides a flat rate pension of €40 to all citizens aged over 65, financed out of the government budget. 22 This basic pension scheme is administered by the Pension Administration, which is under the authority of the Ministry of Labour and Social Welfare. In Kosovo the flat-rate pension guarantees a minimum standard of living for all elderly people financed out of the state budget.
The second pillar is based on workers individual pension accounts administered by the Kosovo Pension Saving Trust. 23 It is a defined-contribution scheme, fully funded through a 5% payroll contribution on gross wages. 24 The collection of contributions is carried out by the Tax Administration through the banking system. The new pension system was introduced in August 2002 for public sector employees of government and workers in socially-owned enterprises, and was extended to all workers in 2003.
As a funded system, the savings in individual accounts are invested. 25 The third pillar consists of six small occupational schemes based on the contributions of individuals 22 This pension was introduced because the contribution records of many Kosovar workers had been lost during the 1999 conflict, apparently due to the destruction of the pension records office by NATO bombing. provide a much needed stimulus to growth, and would furthermore avoid the capital outflow involved in transmitting a significant proportion of Kosovan GDP abroad each month.
Reforms to state pension systems
Albania
In 1993 the social insurance system was reformed on the lines of social insurance principles replacing the previous universal state-funded system. The Albanian pension system is based on the Bismarck model, in which the level of the old-age pension is based on wage-related contributions. Since many people work in the informal economy and the unemployment rate is high, there is a danger that many elderly people will not be covered with a basic pension in the future. The low participation of the active population in the scheme reflects the low level of the pension, and the high rate of contributions for social insurance. Since employers have weak incentives to pay contributions, the government is required to subsidise the pension fund to provide a minimum level of support for pensioners. Although the rate of economic growth relatively high at 5-6% per annum, expenditure on social security is low, both in total and as a percentage of the GDP. In 2005, about 60 % of the social expenditures were allocated to pensions, and 87% of the expenditure of the Social Insurance Institute was used to support pensions. Although their level is considered low, more than 90% of pensions were at the minimum level.
The compulsory basic pay-as-you go pension system is supplemented by public supplementary insurance schemes which cover civil servants and military personnel, governed by the Social Insurance Institute under separate laws. All these schemes are based on the contributions of the economically active population, employees, employers and the state, using a pay-as-you-go model. The level of the pension (oldage, disability, survivors) is linked to the age of retirement and to individual contributions. 30 The retirement age is being gradually increased from 55-60 years for females and from 60-65 years for males by 2024. Pensions consist of a basic pension and a wage-related component of one per cent for each year in the contribution 30 The compulsory insurance preserves all the rights of the former pension system.
period. The basic pension is set at the minimum living standard, while the maximum pension is equal to twice the basic pension. The pension system retains a strong element of redistribution, even the presence of the contributive principle on which it is
based. An additional voluntary pension scheme 31 has been established to give employers and self-employed people the right to apply for a higher pension, to enable insured persons to continue insurance contributions in the case of a temporary interruption of employment, and to enable Albanian citizens working abroad to continue their insurance contributions. Employers and self-employed people pay only a minimal contribution, corresponding to a pension of 75% of the minimum wage.
The Social Insurance Institute, a semi-public body 32 is responsible for social insurance system administration. has increased, their share in the solidarity funds of social and health insurance has been problematic. While employees in the non-agricultural private sector comprise 16.7% of contributors and provide 21.5% of the total contributions for social and health insurance, the self-employed in agriculture comprise 57.5% of contributors but provide only 4.3% of the total amount of contributions.
The priority issues for the further development the social insurance system are (i) to reduce the evasion of contributions, (ii) to increase the real level of benefits and the quality of services; (iii) to increase the involvement of the rural population in the contribution scheme; (iv) to extend social insurance to people employed abroad; and (v) and to carry out legislative adjustments to EU standards. The introduction of a second pillar is also a strategic priority of the government for 2007-13, even though there is little consensus on this issue.
BiH
In BiH, the traditional pay-as-you-go pensions are the responsibility of the entity governments, and reforms have focused on the harmonization of the two separate systems. 36 Many disabled pensioners in BiH receive enhanced pension and invalidity insurance benefits. However, the system for assessing disability is inconsistent across 37 About 10% of the working population suffers from a disability. 38 The authorities had lost control of the central database of social contributions as a result of an allegedly illegal privatization in 1999, and the pension fund had to purchase its own data back from the database owner.
Representative (representing the Peace Implementation Council responsible for implementing the 1995 Dayton Peace Agreement) passed a regulation that pensions should be calculated in accordance with the capacity of the Pension Funds, rather than by established entitlements. This had the unintended consequence that, since the Republika Srpska pension fund only needs to distribute as much as it collects, it has had little incentive to enforce payment from recalcitrant employers, and has therefore failed to enforce the collection of debts through the courts. Moreover, the government has not pressured the Fund to enforce the rules, arguing that employers cannot afford to make the required payments. Due to the consequent deficit, pensions are often paid at a reduced rate, while the Pension Fund has come under criticism for its inefficient practices including the construction of luxurious offices and the padding of employees' remuneration. As yet however, due to the unfinished process of reform, and the weak political and administrative capacity of the central government of BiH, the pension system has not been the focus of reform efforts. BiH is among the least prepared for further EU integration among all the Western Balkan countries. Although the design of pension systems are not subject to EU authority, it is likely that significant reform of the pension system in BiH will only begin when the country is more established on the path to EU integration, for example by signing a Stabilisation and Association Agreement which at present is blocked by political instability and reluctance of the ruling elites to comply with EU conditionality 39 .
Serbia
Serbia retains the inherited single pillar system. The Serbian government decided against introducing a private pension reform, and has concentrated instead on the reform of the compulsory pay-as-you-go system. The Serbian pension system is split among three different funds, for employees, farmers, and the self-employed, of which only the fund for the self-employed is solvent. In recent years, the state pension fund for employees has had a deficit equivalent to about 5% of GDP, mainly because less than three-fifths of the labour force makes regular pension contributions. The farmers' fund has also relied on transfers from the government budget. Reforms to the state pension system were introduced through the Pension Law adopted in 2004. The law increased the retirement age from 60 to 63 for men and from 55 to 58 for women; changed the indexation base from wage inflation alone to an average of wage and price inflation; and fixed the minimum pension at 20% of the average wage.
Montenegro
In Montenegro a new pension law has envisaged the introduction of a three pillar pension system, although its introduction has been delayed due to the weakness of the pension system administration. Therefore, for the time being, the state managed payas-you-go pension system remains in place. The strengthening of its administrative capacity has been supported by a $5 million World Bank credit designed to build the capacity of the existing pension fund administration.
CONCLUSIONS
Following two decades of transition, conflict, and varying degrees of progress with EU accession and integration, the Western Balkan countries have been converging on rather different welfare models. Albania, Macedonia and Kosovo have relatively low levels of social security and social protection expenditure overall, having followed a liberal economic policy under the influence of the IMF, involving meaningful reductions in government budget deficits. In contrast, Croatia, BiH, Montenegro, and Serbia have followed a more traditional corporatist model with relatively high shares of public expenditure as a proportion of GDP (Bartlett 2008) . Given the relatively low levels of development of these countries, it is not surprising that expenditure on social protection as a proportion of GDP is everywhere below the average in the EU-25.
This picture is also reflected in respective shares of public expenditure on pensions. It is tempting to classify these two groups of countries into the conventional models of welfare states analysed by authors such as Esping Anderson (1990) and varieties of capitalism analysed by Amable (2003) . For example, it would not be unreasonable to classify the former group of countries as liberal market economies, and the latter as more akin to corporatist Central European type of capitalist economies, as in Bartlett employer is obliged to pay a contribution for their pension while they can also benefit from the basic pension in Kosovo. This example reflects the fact that states are no longer entirely free to prevent other social security systems from directly competing on their own territory, due to the tendencies for globalisation, even in the social security and pension field.
In an attempt to address this issue of transnational policy coordination, the Stability In addition to the typological issue of classifying countries into different model clusters, and the analysis of the influences, internal and external, on the design of pension reforms and system coordination, there is also the more important policy issue of the effectiveness of different types of pension reforms. As the country case studies have demonstrated, countries which have adopted three pillar systems have done so in the context of weak capital markets, oligopolistic competition among pension funds, consequently high levels of fees and charges, and relatively small sized private pension fund memberships. In such circumstances it is questionable whether the three pillar schemes will be able to achieve their objectives of providing better outcomes than state managed pay-as-you-go schemes. The main purpose in some cases appears to have been to take pension expenditure off the state balance sheet as part of the macroeconomic policy to reduce budget deficits. Even the World Bank, a long-standing proponent of the pro-market reforms to pension systems, appears to be having some doubts about their effectiveness. A recent World Bank report has extolled the benefits of parametric reforms to state managed pay-as-you-go pension schemes (Chawla et al. 2007) . It argues that, even in the context of worsening demographics, reforms which increase retirement ages and index pensions to prices rather than wages can offer long term solutions to the problems of financing basic incomes for the elderly based on the principle of intergenerational solidarity. Given the risks inherent to the three pillar pension systems which have already been introduced in the region, countries which have not yet introduced such schemesAlbania, BiH, Montenegro, and Serbia -may be well advised to pursue further reform cautiously, and focus on improving the effectiveness of existing state managed payas-you-go pension systems, rather than rushing headlong into the partially privatised systems adopted by early reformers elsewhere in the region.
